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ABSTRACT

A Study on the Reform of Financial Supervisory System

in Korea

Woo—Cheol Lee
Major in Policy Science
Dept. of Public Administration

Graduate School, Hansung University

Today, as the financial policies and supervision of a certain
country are key elements to achieve sound development of its financial
industry, many countries continuously conduct studies and have
discussions on how to establish an effective financial supervision
system.

In Korea, there have been considerable discussions and changes in
the financial supervision system as well and the Asian financial crisis
of 1997, in particular, was taken as an opportunity to integrate
supervisory bodies that had been separated based on the types of
financial services such as bank, insurance and securities. The
Integrated Financial Supervision System was established in 1998 with
dual structure of the Financial Supervisory Commission and the
Financial Supervisory Service. In 2008, the function of domestic
financial policies at the former Ministry of Finance and Economy and
the function of supervision over the financial sector at the Financial

Supervisory Commission were combined to establish the Financial
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Services Commission (FSC) as the ultimate decision-making
organization on financial supervision, along with its executive body, the
Financial Supervisory Service (FSS).

The current integrated financial supervision system with the FSC
at the center launched like this, but this system still has some
problems such as exclusive supervision done by the FSS and criticism
about following side effects, conflicts regarding distribution of power
between the FSC and the FSS, separation of offices for domestic and
international financial policies, etc. Such fact led to wide-ranging
discussions within academia, the governmental authorities and the
National Assembly to restructure the system, but fundamental
improvement was not made because Korea was not an exception to the
global financial crisis occurred in 2008. That is, responding to urgent
issues which continuously arose both at home and abroad after the
2008 global financial crisis broke out was the top national priority, and
on the other hand, careful actions were required since reorganization of
the supervision system during the crisis might result in worsening the
market confusion. However, as the global economy turned around to
some degree now, it 1S necessary to resume in-depth discussions for
the improvement of the current financial supervision system.

This study on the improvement of financial supervision system
begins with the recognition of these problems, and the objective of this
study is to find what kinds of changes are necessary for the
supervision system of Korea in order to minimize the problems of
current supervision system and to make fair and efficient supervisory
works.

The major problems of the current supervision system can be
summarized as follows: adjustment of relationships between the FSC

and the FSS considering repetitious works caused by dual structure of
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a governmental body, the FSC, and a private body, the FSS, and the
necessity of separation of investigation supervision works on all kinds
of financial institutions which are done exclusively by the FSS.

Moreover, another problem is the administration system in which
different governmental divisions are designated for domestic and
international financial policies. Separation of governmental divisions in
charge of domestic and international financial policies respectively is a
problem, in particular, in the current financial environment where rapid
globalization is taking place. Consequently, even though Korea was hit
by ripple effects of global financial crisis in 2008 to some degree, the
related governmental authorities responded to the crisis inefficiently
without an integrated “control tower.”

Also, the limitation facing the FSC as a collegiate organization
under the Prime Minister's Office is another problem. As the financial
environment undergoes rapid changes, strong leadership and close
cooperation with related government authorities are essential to develop
appropriate policies in a timely manner, but the FSC shows several
problems such as the increasing uncertainty surrounding the relation of
responsibility and lack of efficient and timely cooperation with other
governmental divisions.

Moreover, dual structure of the FSC and the FSS which produces
repetitious supervision leads to problems of defining the relationship
between the FSC and the FSS. The major alternatives can be
summarized as vertical integration of the two organizations to establish
a governmental body or a private body or combination of both
governmental and private bodies, or maintenance and improvement of
vertical dual structure.

First, establishment of a governmental body has an advantage of

ensuring a legal and governmental basis, but on the other hand, there
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can be criticism that the government-controlled financial industry may
fall behind and securing professional supervisors at the initial stage can
be a problem as well.

Second, establishment of an integrated private organization has a
benefit of being able to adapt faster to changes in the market and to
exert more creativity compared to governmental bodies. However,
problems may arise whether it is legally permitted to designate a
private organization for financial supervision which is one of important
national administrative actions.

Third, combination of governmental and private bodies can be
considered. In Korea, such structure could be found in the Korea
Broadcasting Commission (KBC). However, the KBC which consisted
of both governmental and private bodies showed many problems, so
the current government absorbed the KBC and established the Korea
Communications Commission which is a governmental body.

Consequently, vertical integration such as establishment of an
integrated governmental body, an integrated private body or
combination of governmental and private bodies may face considerable
difficulties, and integration of the FSS which is a private body and the
FSC which is a governmental body can result in some side effects
such as inefficiency caused by emergence of a so—called “dinosaur
organization” following excessive concentration of power. In this regard,
maintenance and i1mprovement of vertical dual structure of
governmental and private bodies can be considered as an alternative,
and in this case, the governmental body should consider division of
work responsibility regarding financial supervision and the private body
should consider the structure of organizations and their responsibilities.

To date, most of previous studies on the types of financial

supervision system focused on, from the horizontal view, whether to
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integrate supervision for financial institutions such as bank, securities,
insurance, savings bank, etc. or to separate respectively. This study,
however, is carried out from the vertical view at the same time. From
the vertical view, the examples of financial supervision system are
single structure, dual structure in which superior and subordinate
offices exist and trilayer structure in unusual cases. Multiple vertical
structures may lead to repetitious works. But, checks and balances
cannot be done in the single structure, resulting in dogmatic financial
supervision.

The measure to maintain and improve the vertical dual structure
suggested by this study is, for the superior office, change of the FSC
which is a collegiate organization to a new exclusive administrative
organization, such as Ministry of Finance, to be in charge of enactment
and amendment of related laws, financial supervision policies, exertion
of governmental power, etc. as well as integration of domestic and
international financial policy works which are currently done by
different offices. For the subordinate office, it seems appropriate to
make the private body, FSS, be in charge of detailed and general
supervision on working-level, investigation, restriction, etc. Such
alternative is expected to help solving a significant portion of problems
coming from inefficiency in the separated organizations for domestic
and international financial policies respectively and limitation as a
collegiate organization. We can also anticipate the enhanced efficiency
in financial supervision process with this alternative.

In particular, as financial policies should be developed within a
big framework of the whole government and implemented in harmony
with economic policies of other governmental bodies, the suggestion of
this study seems appropriate when considering the fairness and

possible effective cooperation with other governmental bodies.
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Meanwhile, to make supervision efficient, not only reorganization
of the supervision system, but also efficient management within the
body should be considered. In addition, the supervisory approach in line
with the global trend is necessary amid the current globalized financial
environment where no country or financial company can be immune to
any crisis from other countries. In this regard, efficient supervision is
required which corresponds to the global trends of reforming the
regulatory system for the financial environment that arose after the
2008 global financial crisis, and to this end, ways to strengthen
macro—prudential policies and supervision, reinforce supervision over
systemically important financial institutions and promote global
cooperation with other countries’ financial supervisory organizations

should be significantly considered.
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